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A REALISTIC EXAMINATION OF NEW ESTIMATES 
OF INCOME DISTRIBUTION 


The distribution of income for tax revenue purposes 
among the people of the United States is a subject of 
increasing importance as the necessity for new tax rev- 
enues becomes greater. The latest figures on this subject 
were compiled by the Office of Price Administration and 
submitted by the Treasury to the House Ways and Means 
Committee on March 16, 1942. 

These estimates are challenged as being completely 
out of line with data relative to total incomes reported 


HE distribution of incomes among the people of the 
T United States has been a subject of lively speculation 

for some years. It has become increasingly important 
with the growth of the tax load, particularly since all pro- 
posals for additional tax revenue must be designed to search 
out as effectively as possible the funds in the possession of 
the people out of which taxes may be drawn. 


The basic data in all recent discussions have been the 
estimates published by the National Resources Committee 
relating to consumer incomes in 1935-1936, Later calcula- 
tions that have been made by official agencies have assumed 
the correctness of the National Resources Committee figures, 
and have apparently proceeded to construct later estimates 
by the process of projecting the income distribution pat- 
tern there laid out on the basis of certain fixed assumptions 
regarding the incidence of such increase in national income 
as has occurred since 1936. One instance of this projection 
has been reviewed critically in an earlier issue of The Tax 
Review.1 


1 This is Monograph No. 3, Who Pays the Taxes, prepared for the Tem- 
porary National os aa Committee by Gerhard Colm and Helen Tarasov. 
cf, The Tax Review, July, 1941. 

a. National Resources Committee, Consumer incomes in the United States. 


in income tax returns. Furthermore, the available evi- 
dence from the trend of incomes as reported by the 
Department of Commerce, the trend of dividend and 
interest receipts, and the trend of employment and pay 
rolls does not indicate that the kind of increase in in- 
comes above $10,000 suggested by the O.P.A. estimates 
has taken place. Rather, from the available evidence 
there is the gravest doubt whether the published esti- 
mates can be confirmed or have any realistic basis. 


The latest figures on this subject were compiled in the 
Office of Price Administration and submitted by the Treas- 
ury to the Ways and Means Committee on March 16, 1942. 
These data purported to indicate the number of consumer 
units (families and single consumers) and the total amount 
of consumer income, by income brackets, for the calendar 
years 1941 and 1942. They were put into the record in 
connection with the controversial issue of the most appro- 
priate method of raising additional revenue under the 
Revenue Bill of 1942. Because of the importance of this 
subject, and because of the weight that may be attached to 
statistical estimates emanating from an official source, it is 
highly desirable that the figures be examined with great 
care, and tested wherever possible, against such other per- 
tinent data as may be available. 


The O.P.A. estimates! of income distribution for 1941 
and 1942 are presented in Table I. 


For comparison the estimated income distribution in 
1958-1939 by Colm and Tarasov is given in Table II. 





1 Hearings Fae et Bowe Ways and Means Committee on Revenue Revision of 
1942. (unrevised print) p. 362. 
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DISTRIBUTION OF FAMILIES AND SINGLE CONSUMERS AND OF AGGREGATE INCOME RECEIVED, BY INCOME LEVELS, 


Source: 
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TABLE I 


1941 AND ESTIMATED 19424 


Research Division, Office of Price Administration, Consumer Income and Demand Section. 





1941 Calendar Year 


_Families and 
Single Consumers 











Aggregate Consumer Income 








Number (in Amount (in Number (in Amount (in 

Income Levels Thousands) Per Cent Millions) Per Cent Thousands) Per Cent Millions) Per Cent 
I i isinsssinisncaianstonies 4,089 9.5 $ 1,349 43 2,900 6.8 $ 1,044 1.0 
BS DOORS TOs 4,477 10.4 2,825 3.0 3,782 8.8 2,424 2.3 
750 to 4,563 10.6 3,997 4.3 4,571 10.7 4.142 4.0 
1,000 to 4,692 10.9 5,279 57 5,152 12.1 5,887 5.7 
1,250 to 4,907 11.4 6,699 ype 4,607 10.8 6,314 6.1 
1,500 to 3,659 8.5 5,891 6.4 4,289 10.0 6,941 6.7 
1,750 to 2,798 6.5 5,120 $5 3,166 7.4 5,848 a 39 
2,000 to Be i cantercnreaibascomaicoine 4,520 10.5 10,111 10.9 3,740 8.8 8,416 8.1 
2,500 to 2,755 6.4 7,439 8.0 2,863 6.7 7,759 7:5 
3,000 to 2,927 6.8 9,894 10.7 3,293 ye: 11,180 10.8 
4,000 to 1,507 3.5 6,554 | 1,793 4.2 7,886 7.6 
5,000 to 1,378 3.2 9,367 10.1 1,529 3.6 10,504 10.2 
DO NOOO Bie GCE assess iccseccesresicren 775 1.8 18,115 19.6 1,015 2.4 25,155 24.3 
ET TN ie a 43,047 100.0 $92,640 100.0 42,700 100.0 $103,500 100.0 





1942 Calendar Year 


Families and 
Single Consumers 














a. The definition of consumer income used followed that of the National Resources Committee. See Consumer Expenditures in the United States, pp. 99-100. 


The essence of the problem is in the question—How has 
the increase which has occurred in the national income since 
1939 been distributed among different income levels? In 
order to simplify the above tables, incomes may be classed 
into three broad groups — small, $3,000 or less, middle, 
$3,000-$10,000, and large, $10,000 and over. On this basis, 
the answer given by the O.P.A. is shown in Table III. 


TABLE II 


BASIC DATA ON CONSUMER INCOMES?! 


Number of Consumer 

Consumer Income3 

Units2 (In Per poe Per 
re) 


Income Classes Thousands)| Cent Dollars) Cent 

















Ura $500 icecasceisnnssvesssene 6,828 17.0 |$ 2,363 3.3 
$ 500 to $ 1,000............. 11,852 29.5 | 10,034 14.8 
1000.to 1,500.......| . 8,887 22.1 12,273 18.1 
1,300 to .2;000.....0.. S277 13.2 10,179 15.0 
2,000 to 3,000.4 -4$12 11.2 12,131 17.8 
3,000 to 5,000... 1,850 4.6 7,623 11.2 
5,000 to 10,000... 606 1.5 4,691 6.9 
10,000 to 15,000... 156 0.4 2,008 3.0 
15,000 to 20,000............... 69 0.2 1,344 2.0 
20,000 atid Oves..ccccccesssnee 112 0.3 5,331 7.9 
WO hie Sincieecess 40,149 100.0 | $67,977 100.0 


1 Temporary National Economic Committee, Monograph No. 3, Who Pays 
the Taxes? (1940), p. 42. 


2 Extrapolated, on the basis of census estimates, from figures in National 
Resources Committee. Consumer Incomes in the United States, 1938. 


3 Extrapolated, on the basis of Department of Commerce estimates, from 
figures ibid. 





The reliability of the Colm and Tarasov estimates has 
been questioned, both on the basis of statistical method 
and the verity of the original work done by the Nationai 
Resources Committee. Putting this issue aside, it is apparent 
that the O.P.A. answer to the question stated above is that 
both the number of persons receiving small incomes, $3,000 
or less, and the relative share of national income received 
by such persons has declined; and further, that there has 
been a striking increase in the proportion of the nations. 
income flowing into the middle and large incomes. By com- 
parison with the estimates for 1938-1939, the O.P.A. cal- 
culates that in 1941 the relative number of consumer units 
receiving incomes above $10,000 had doubled, while the 
proportion of those receiving incomes of $3,000 to $10,000 


TABLE III 


PERCENTAGE DISTRIBUTION BY INCOME LEVELS OF 
ESTIMATES OF CONSUMER UNITS AND 
AGGREGATE NATIONAL INCOME 


Colm and O. P. A. 
Tarasov! 
1938-1939 1941 1942 
Number Number Number 
Income Levels f f 





$ 3,000 oc Les $$ 
3,000 - $10,000............. 93.0 | 69.0 | 84.7 | 52.5 | 82.1 | 47.1 
10,000 and Over........... 6.1 | 18.1 | 13.5 | 27.9 | 15.5 | 28.6 
9 | 12.9 1.8 | 19.6 | 2.4 | 243 


1 These percentages are the same as those given by the National Resources 
Committee for 1935-1936. 
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had more than doubled, The proportion of the total in- 
come received by persons in each of these income groups 
was estimated to have risen by about 50 per cent. For 1942 
the percentage of total income that is estimated to flow into 
incomes of $10,000 and over is raised still more, so that 
the O.P.A. almost doubles the proportion of income as- 
signed to this income level for 1939. In terms of the total 
increase of national income, Table IV shows a comparison 
of the O.P.A. estimates with the Colm and Tarasov figures. 


TABLE IV 


ESTIMATED INCREASES IN NATIONAL INCOME BY 
INCOME LEVELS 








Increase 
1941 over 1942 over 
Income Levels 1938-1939 1941 
ye eee $ 1,730 $ 65 
$ 3,000- $10,000 <n... 13,501 3,755 
10,000 acd Orweie.iaccereacecrorneee 9,432 7,040 
Total [merase sceccssssscsseeesssesereen $24,663 $10,860 





It is not the purpose of this brief essay to present a 
completely new estimate of the distribution of income being 
currently received. The chief objective is to challenge the 
O.P.A. estimates. Other available data indicate that the 
amount of income shown for groups under $3,000 is 
probably too low and that for groups above $10,000 
is too high. Since information with respect to the pro- 
portion of the national income being received in incomes 
of $10,000 and over! is available in more accurate form, 
attention is directed particularly to this group. The grounds 
for this challenge are the following: 

(1) Such estimates are completely out of line with data 
relative to total incomes reported in income tax returns. 
For the year 1939 the number of persons with net incomes 
of $10,000 and over was 202,016, and the total income 
reported by them, before deductions of any sort, was 
$5,336,748,000. The income levels used for statistics of 
income purposes are net income classes, and this grouping 
is therefore not directly comparable with the gross income 
brackets used for the estimated distribution of total indi- 
vidual incomes. Some persons obviously would have total 
income above $10,000, but would be ranked in a net in- 
come class below that amount. It is not to be expected, 
therefore, that there should be an exact correspondence, in 
either the number of persons or the volume of income, 
between the data as arrayed on a net income basis and as 
expressed on a gross income basis. But an indication of the 
extent to which the classification by net income classes 
might differ from one on a gross income basis is provided 





1 A characteristic weakness of all estimates of income distribution is the over- 
loading of the upper income levels. As noted below, Colm and Tarasov 
did this, following in the footsteps of the National Resources Committee, 
and a testing of the estimates published by the Brookings Institution for 
1929 will reveal a similar defect. Cf., America’s Capacity to Consume. 

a. Bureau of Internal Revenue, Statistics of Income for 1939, Table 3A. 


by the volume of deductions taken from gross income, since 
it is these deductions which determine, for each individual, 
the net income group into which he is to be placed. In 
1939 the total deductions claimed by those in net income 
classes of $10,000 and over amounted to $805,477,000*. 
A comparison of the total income reported in income tax 
returns in 1939 with the Colm and Tarasov estimates is 
illuminating: 
Income at the $10,000 Level and Above 

Colm atid Tarasov -ncccceecscssscssss-ssnnsenmnmunennnrnp,083 million 

Statistics Of TmOmne -cccecccescocsc ccc sovessrsnersneeeneeneesn 5,337 ” 

Deductions Claimed in Tex Returns ..... 805 

As a matter of fact, all income reported by individuals 
as of the fiscal year 1938-1939 in net income classes of 
$5,000 and over does not equal the amount imputed by 
Colm and Tarasov to the income group of $10,000 and 
over.1, While it is evident that some persons with gross 
income receipts in excess of $10,000 for this period were 
in the $5,000-$10,000 group on a net income basis after 
taking account of the statutory deductions, it is obvious 
that not all persons in the $10,000 and over group were 
in this situation. It is impossible to avoid the conclusion that 
there has been extensive padding of the income total im- 
puted by the above writers to the income groups of $10,000 
and above. If, as a crude and inaccurate way of adjusting 
for the deductions claimed, they be counted twice by being 
added to the amount of income which, in 1938-1939 be- 
longed in income levels of $10,000 and over, it would 
appear that persons in these income groups had gross in- 
come receipts of some $2,800,000,000 which did not show 
up in the income tax returns. If so, who had it? Where 
was it? How did it escape the eagle eyes of the income tax 
auditors, and the complicated system of informational checks 
set up under the income tax law? Or are the statisticians 
dealing here with a kind of income which does not show 
up in income iax returns? Either its existence is a myth 
or its escape from income tax is a serious reflection on the 
capacity of those in charge of that tax. 

(2) Just as the estimates for 1938-1939 are erroneous, 
so are those for 1941 and 1942 even more dubious, for 
they were made by assuming the correctness of the income 
distributions calculated for 1935-1936 and for 1939. The 
errors of the earlier results tend to be magnified as they 
are extended to a larger national income total. There 
is no adequate evidence to show any such relative increase 
in the larger incomes as these estimates would imply. On 
the contrary, the available evidence points to the contrary 
conclusion. 

(4) The trend of incomes received by individuals in 
recent years, as reported by the Department of Commerce 
and shown in Table V, reveals that the share designated as 


1 Pe the method of adjustment used, the total income in net income classes 
of $5,000 and over for 1938-1939 would have been $8,363,000,000 as 
against $8,683,000,000. 

a. Bureau of Internal Revenue, Statistics of Income for 1939, Part I. 

b. If the income in tax returns be computed for the fiscal year 1938-1939 by 
the method used by Colm and Tarasov to adjust national income, this 
figure would be $4,996 million. The deductions claimed would be ap 
proximately the same as shown in the table. 
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above $10,000. 


Further, as the size of total individual incomes increases, 
the ratio of earned income to the total declines. In 1939, 
salaries and wages were a minor part of total income re- 
ported in all net income classes of $5,000 and over. The 
other important sources of individual income were divi- 
dends, partnership profits, rents and royalties, and business 
profits. It is common knowledge that the outlook for small 
business, the source of profits realized by partners and sole 
proprietors, is not bright. On the contrary, it is so dark 
as to have prompted recently the organization of a special 
federal corporation to aid small business. 


(6) One way by which the larger incomes might be 
increased is through greater receipts of dividends and in- 
terest. There is no evidence of new corporate debt financ- 
ing on a scale which would swell the receipts of interest. 
On the contrary, corporate debt refunding at lower interest 
rates points toward smaller aggregate interest payments. 
While corporate earnings before taxes may be considerably 
higher in 1942 than 1941, the prospects are that corporate 
income and profits taxes will likewise rise sufficiently to ab- 


incomes may face a decline rather than an increase in the 
aggregate, or at best a fairly stationary level with the gains 
in higher salaries being offset or more than offset by re- 
duced dividends and business profits. 


(c) In favor of this view, but from another direction, is 
the rapid growth of employment as revealed by the decline 
of unemployment, and the spectacular rise of wage rates 
and weekly earnings. 


Changes in the employment situation for the period 1935- 
1941 are shown in Table VI. 


The addition of several million persons to the labor force 
within two or three years has obviously not occurred, save 
with rare exceptions, at compensation above the $10,000 
level. All of this re-employment and absorption of the new, 
younger workers has increased the numbers of those re- 
ceiving income below, rather than above, that figure. 

Trends in factory pay rolls further substantiate the con- 
clusion that the estimates of the O.P.A. have not given full 
consideration to changes in the income groups below 
$10,000. The changes in selected years are shown in 
Table VII. 


TABLE V 
NATIONAL INCOME PAID OUT BY DISTRIBUTIVE SHARES 
Source: U. S. Department of Commerce 2 
Millions of Dollars 
Type of Share 1935 1936 1937 1938 1939 1940 1941 
MUTE aR sc ciccscccsstnccsinnchcesioceoesvorenaa 55,808 65,144 71,436 64,418 70,674 77,100 94,500 
ns BRING OUI assists sein cnterreecsnsecrcntoe —1,344 — 729 — 741 —1,695 67 1,3004 2,6008 
National Income Paid Out .1-recccssssssssssssssesseeeeessee 57,152 65,873 72,177 66,113 70,607 75,800 91,900 
Total compensation Of employees ..cccccccnscnscnnen 37,199 42,640 47,829 44,948 48,128 52,600 64,700 
Cyn Pc he i Et 7 = Senta OREO ar ee 35,355 39,641 44,615 41,089 44,349 48,900 61,100 
Total supplements to salaries and wages ...... 1,844 2,999 3,214 3,859 3,779 3,700 3,600 is og 
Weeorkc-rebick wages anccaecnncienencencsrsenseseenensensensene 1,329 2,155 1,639 2,094 1,870 1,600 1,200 bie 
; Social Security contributions of employers... -..0-0« 299 1011 1,173 1,282 1,300 1,600 ® lac 
: Codie NO TI hicicitieriecesticerniccnncnenneticonie 515 545 | 564 592 627 700 800 
Dividends to stockholders (incorporated 
: See 82S Niigata iik ae i that ea meee 2,931 4,655 4,752 3,165 3,764 4,300 4,600 
ip Net income of unincorporated businesses .......... 10,228 11,624 12,473 11,233 11,830 11,500 14,600 t 
f Agriculture 4,380 5,024 5,339 4,440 4,780 4,400 6,200 creas 
| OS 5,848 6,600 7,138 6,793 7,050 7,100 8,400 The 
/ Interest (net) 5,103 5,045 5,010 4,861 4,884 5,200 5,300 1 
Net rents and royalties ....0.0.0nmmmmnnnnnnnnn 1,691 1,909 | 2,113 1,906 2,001 2,200 2,500 to 
from 
a. Business savings of incorporated businesses only. F 
*U 
i : : ‘ 136 
wages and salaries has been increasing at the expense ot sorb a large share of the increase in earnings. In fact, the Sept 
} other shares. pera is rather for lower than for higher aggregate $10, 
: ’ :, ividend payments. fae 
National income paid out in 1941 exceeds that of 1939 sa ind — 
a) by $21.3 billion. Of this income “wages and salaries’’ In short, let one survey the field as he will, there is these 
account for $16.8 billion, or 79 per cent of the total. The nothing which confirms the estimates that have been made point 
category “wages and salaries” includes the compensation regarding the absolute amount of income heretofore re- rathe 
paid to both labor and management, but management sala- ceived in incomes above the $10,000 level, and nothing Th 
ries represent a small proportion of the total. Consequently, which points to the kind of increase in the incomes over mates 
the bulk of this increase has no doubt been in the form of $10,000 that is suggested by the O.P.A. estimates. Rather, be pa 
wages and has swelled the income levels below rather than the available evidence implies, at various points, that those $10,¢ 
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TABLE VI 
EMPLOYMENT TREND, 1935-1941 


Source: National Industrial Conference Board 


A Month! A Month] 

ee a 

t t 

(Thousands) (Thousands) 
1941 51,349 3,435 
1940 , 46,546 7,787 
1939 44,872 8,916 
1938 43,367 9,862 
1937 46,220 6,472 
1936 44,763 7,474 
1935 42,777 8,992 


1 Includes military and naval forces which averaged 1.7 million in 1941. 
2 Includes emergency labor force such as WPA, NYA, etc. 


It will be noted that manufacturing employment in- 
creased from 9.3 million in 1939 to 12.1 million in 1941. 
The index of manufacturing pay rolls increased from 90.8 
to 148.8 and average weekly factory earnings increased 
from $24.58 in 1939 to $30.96 in 1941. 

Further, the B.L.S. index of weekly earnings stood at 
136 in February, 1942 by comparison with the month of 
September, 1939. But earned compensation at rates of 
$10,000 a year or more is not included in this index. It 
refers to wages in the ordinary and accepted sense. While 
these are high and rising, their significance from the stand- 
point of national income payments is such as to refute 
rather than confirm the O.P.A. estimates. 


There is the gravest doubt whether the published esti- 
mates relating to the proportion of the national income to 
be paid out during 1941 and 1942 at the income level of 
$10,000 or mote can be confirmed. They have every ap- 


TABLE VII 


TREND IN MANUFACTURING EMPLOYMENT AND 
FACTORY PAY ROLLS, 1935-1941 


Source: U.S. Department of Commerce 





Average Monthly 


Average Monthly} Aver Index Of Annual 
Manufacturing | Weekly Manufacturing Factory 
Employment Factory Pay Rolls Wages 
(Thousands) | Earnings |(1923-1925 = 100)} (Millions) 
1941 12,133 $30.96 148.8 $15,800 
1940 10,124 26.05 105.4 
1939 9,304 24.58 90.8 9,090 
1938 8,731 22.70 77.9 
1937 10,273 24.95 102.5 10,113 
1936 9,350 22.60 85.8 
1935 8,641 20.85 74.1 7,311 


a. Estimates derived from average weekly factory earnings. 


pearance of being the product of arbitrary determination 
without regard to reality. 

Estimates of the distribution of income are the basis upon 
which revenue laws are promulgated. If these estimates are 
erroneous then the whole scheme of revenue possibilities 
falls down. Revenue laws based on the theory that the major 
increases have occurred in the income groups above $10,000 
will fail to produce the needed revenues if as appears to 
be indicated, the major proportion of the increase in na 
tional income is flowing into the income groups below 
this level. Also, and equally serious, such an unrealistic 
approach will leave untouched a huge reservoir of pur- 
chasing power to compete for a diminishing supply of 
consumer goods. 

Harxry L. Lutz 
Professor of Public Finance 
Princeton University 


——— oe 
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See x 
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